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I  FIRST  became  interested  in  the  subject 
of  farm  mortgages  when  I  was  a  boy  on 
a  farm,  where  many  of  you  gentlemen 
probably  spent  your  early  days.  As  I  look 
back  I  think  that  the  first  thing  that  ever 
worried  me  was  a  discussion  that  I  overheard 
concerning  the  renewal  of  the  mortgage  on 
the  farm.  Matters  of  this  sort  were  discussed 
at  night  when  the  children  were  thought  to 
be  asleep.  The  mortgage  was  held  by  a  man, 
who,  in  those  days,  was  considered  very 
wealthy,  and  he  had  delayed  in  making  reply 
^-to  a  request  for  a  renewal  of  the  loan.  Nat¬ 
urally  there  was  considerable  anxiety  as  to 
-4->what  should  be  done  if  he  refused.  The 
*Jmortgage  was  one  of  that  sort  that  matures 
<Avith  great  frequency — usually  at  times  when 
it  would  be  very  inconvenient,  if  not  impos¬ 
sible,  even  to  make  a  partial  payment.  Of 
course,  the  interest  had  to  be  paid  annually, 
or  semi-annually,  and,  as  I  remember  it,  the 
mortgage  had  to  be  renewed  every  two  or 
three  years.  I  recall  that,  even  in  those  days, 
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I  was  much  disturbed  by  the  periodic  falling 
due  of  the  loan — very  likely  many  of  you 
have  similar  recollections. 

Later  on  when  I  became  the  president  of 
an  institution  which  now  holds  savings  of 
approximately  $60,000,000 — the  property  of 
nearly  a  hundred  thousand  people,  I  had  to 
make  myself  familiar  with  city  and  rural 
real  estate  values  in  Ohio,  and  with  the 
methods  used  by  farmers  for  financing  their 
need  for  funds.  I  soon  became  convinced 
that  there  was  something  radically  wrong 
with  the  farm  loan  system — not  only  in  Ohio 
but  in  all  parts  of  the  country.  It  strikes  me 
that  our  farms  can  well  be  compared  to  a 
locomotive  that  stands  with  a  loaded  train 
behind  it — all  ready  to  start,  but  with  no 
track  on  which  to  move.  That  illustrates,  in 
a  way,  the  condition  of  our  farms.  Every¬ 
thing  is  ready  and  favorable  for  a  substantial 
forward  movement  in  farm  development,  ex¬ 
cept  for  the  lack  of  adequate  financial  ma¬ 
chinery — as  important  to  the  farms  as  is  the 
track  for  the  railroad  train,  by  means  of 
which  farmers  can  easily  and  cheaply  secure 
the  funds  they  need  to  pay  for  improvements. 

Some  three  or  four  years  ago,  while  in 
Europe,  in  the  course  of  a  discussion  of  rural 
credits  with  one  of  the  leading  authorities  on 
the  subject,  he  said  to  me,  “You  have  scien¬ 
tific  farming,  and  all  the  modern  appliances, 
but  until  you  finance  your  farmers,  you  won’t 
really  get  the  matter  moving.”  This  was  a 
verification  of  the  opinion  that  I  had  formed. 
In  listening  to  the  remarks  of  Governor 
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Hadley  and  others  on  the  subject  of  the  rec¬ 
lamation  of  the  swamp  and  arid  lands  of 
the  country,  there  came  to  my  mind  some 
figures  in  regard  to  agricultural  development 
in  Japan,  which,  it  seems  to  me,  are  very 
striking.  In  area,  Japan  is  not  as  large  as  the 
state  of  California.  Of  the  total  amount  of 
land  there  only  about  one-sixth  is  arable ;  and 
yet  Japan  supports  about  55,000,000  people. 
Of  course,  this  is  possible  only  by  the  most 
thorough  cultivation  of  all  the  land  suitable 
for  tillage.  If  cultivated  to  a  like  extent, 
California  could  easily  support  a  population 
as  large  as  that  of  Japan.  All  this  empha¬ 
sizes  the  importance  of  teaching  the  youth 
of  our  country  how  to  preserve  and  develop 
the  resources  of  the  soil — as  so  forcibly 
stated  by  Governor  O’Neal  in  his  address. 
It  is  only  within  recent  years  that  we  have 
tried  to  teach  our  boys  anything  relating  to 
the  land  and  its  cultivation.  It  is  not  long 
since  that  they  were  taught  that  the  purpose 
of  their  ambition  should  be  to  become  rich 
men  of  the  cities,  or  The  President  of  the 
United  States.  I  remember  hearing  of  a 
teacher  who  said  to  her  class,  “How  many  of 
you  boys  would  like  to  become  President  of 
the  United  States  when  you  are  men?”  All 
but  one  held  up  their  hands,  and  the  teacher 
said  to  him,  “Johnny  Jones,  don’t  you  wish 
to  be  President  some  day?”  He  replied. 
“Yes,  ma’am,  but  I  can’t,  I’m  a  Democrat.” 
Of  course,  no  boy  would  make  such  a  reply 
now. 

Much  that  is  now  disturbing  social  life  in 
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the  United  States  and  Europe  may  be  traced 
back  to  the  time  when  the  drift  of  popula¬ 
tion  turned  definitely  to  the  cities.  The  gen¬ 
eral  use  of  machinery,  and  the  wide  applica¬ 
tion  of  science  to  practical  purposes,  require 
workers  of  all  kinds.  They  have  been  drawn 
from  the  fields  in  large  numbers,  and  the 
specialization  of  labor  has  made  them,  and 
all  dependent  upon  them,  subject  to  the  so¬ 
cial  and  industrial  conditions  thus  created. 
Hand  made  goods  have  given  place  to 
cheaper  manufactured  goods.  Articles  which 
formerly  were  luxuries,  or  not  known  at  all, 
have  become  daily  necessities.  The  exchange 
value  of  labor  and  commodities  have  under¬ 
gone  readjustment;  and,  although  the  price 
of  food  stuffs  and  raw  materials  have 
relatively  increased,  the  producers  have 
not  secured  the  advantage  that  might  have 
been  expected.  The  cost  of  production  itself 
has  increased.  Because  laborers  can  now 
choose  between  employment  in  the  factory 
or  on  the  farm,  the  profits  of  agriculture  are 
affected  by  the  scale  of  industrial  wages. 
Moreover,  when  the  farmers  ceased  to  pro¬ 
duce  for  themselves  alone — when  they  be¬ 
gan  to  produce  for  the  open  market,  to  sell 
what  they  raised  and  to  buy,  in  large  quanti¬ 
ties,  what  they  ate  and  wore,  they  also  felt 
the  effects  of  the  great  social  and  economic 
changes  that  have  taken  place,  and  have  be¬ 
come  as  much  a  part  of  the  industrial  world 
as  merchants  and  manufacturers. 

The  drift  of  population  to  the  city  has  not 
yet  been  stayed.  Over  10  per  cent  has  been 

6 


added  to  the  ratio  of  urban  population  in  the 
last  two  decades.  In  1900  there  was  one 
farm  for  every  13.2  persons  in  the  country; 
in  1910  there  was  one  farm  for  every  14.5 
persons.  On  the  average,  therefore,  each 
farm  now  has  to  furnish  food  for  more  than 
one  more  person  than  in  1900.  Under  the 
circumstances,  it  is  not  altogether  surprising 
that  in  the  last  twenty  years  the  price  of 
cattle  has  advanced  nearly  62  per  cent;  of 
hogs  96  per  cent;  of  cotton  28  per  cent;  of 
wheat  67  per  cent;  of  corn  200  per  cent;  and 
of  potatoes  282  per  cent ;  and  that  the  prices 
of  other  farm  products  have  steadily  ad¬ 
vanced. 

Of  all  the  problems  confronting  the  people 
of  the  United  States  none  is  more  distressing 
than  that  arising  from  the  high  and  increas¬ 
ing  cost  of  living.  The  increase  in  the  prices 
of  food  can  not  long  continue  without  seri¬ 
ous  consequences.  A  rise  of  a  few  more 
points  will  result  in  widespread  hardship  in 
the  larger  cities  where  decent  or  comfortable 
existence  is  now  difficult  for  persons  of  small 
means.  Many  reasons  have  been  given  for 
the  advance  in  prices,  but  I  believe  that  it  is 
primarily  due  to  an  inadequate  production  of 
food  stuffs,  and  that  if  more  acres  were  put 
under  the  plow,  and  a  greater  productivity 
obtained  for  the  acreage  already  under  cul¬ 
tivation  substantial  progress  toward  the  so¬ 
lution  of  this  distressing  problem  would  be 
made.  But  the  general  adoption  of  the  meth¬ 
ods  of  intensive  cultivation  and  a  consider¬ 
able  enlargement  of  the  improved  area  would 


require  an  enormous  expenditure  of  funds. 
Where  can  this  money  be  found?  Is  the 
present  financial  system  able  to  supply  it? 

Agriculture,  according  to  Charles  Rayneri, 
the  French  expert,  requires  two  kinds  of  cap¬ 
ital — one  for  the  estate,  and  the  other  for 
operations.  The  first  is  represented  by  the 
land,  buildings  and  permanent  improve¬ 
ments.  The  second  is  represented  by  the  live 
stock,  implements,  machinery,  seeds,  fertil¬ 
izers,  and  all  that  goes  to  make  production. 
Each  of  these  two  divisions  can  and  should 
support  its  own  credit,  and  it  is  very  im¬ 
portant  to  carefully  distinguish  real  estate 
credit  and  agricultural  credit.  The  land  must 
not  be  confused  with  agriculture  as  an  oper¬ 
ation. 

Money  invested  in  land  becomes  fixed  and 
immobilized,  and,  if  the  land  is  not  a  mine,  a 
quarry,  or  a  boom  town  lot,  it  can  be  recov¬ 
ered  only  slowly  out  of  the  yearly  product. 
This  is  a  long  and  feeble  process.  It  has  been 
figured  out  that  land  in  Europe,  where  values 
have  long  been  settled,  does  not  return  much 
over  3  per  cent  a  year.  In  other  words,  it 
would  take  about  24  years  at  compound  in¬ 
terest  to  recover  money  so  invested. 

But  agriculture  itself  is  far  more  remuner¬ 
ative.  Funds  employed  in  agricultural  ex¬ 
ploitation  are  estimated,  in  France,  to  render 
15  to  20  per  cent  profit,  and  if  a  farmer  uses 
highly  scientific  methods  during  the  whole 
twelve  months,  the  profit  may  be  greatly  in- 
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creased.  The  land  is  simply  an  instrument 
upon  which  the  farmer,  with  the  aid  of  sun¬ 
light,  moisture,  labor  and  other  means, 
brings  into  being  something  which  did  not 
exist  before. 

In  the  United  States  the  land  mortgage  / 
business  is  not  specialized,  except  in  the 
cities,  and  no  effective  attempt  has  been 
made  to  adopt  the  principle  of  amortization, 
“without  which,”  said  Mr.  Royer,”  “a  land 
credit  system  remains  an  uncompleted  and 
fragile  scaffold,  endangering  the  good  name 
and  the  public  welfare  of  any  country  trust¬ 
ing  upon  it.”  This  remarkable  statement 
uttered  in  France  in  1845 — on  a  principle  dis¬ 
covered  in  Sweden  in  1754,  brought  into  gen¬ 
eral  use  in  Germany  in  1839,  and  now  made 
obligatory  on  long  time  loans  all  over  Europe 
— was  proved  a  bitter  and  terrible  truth  by 
the  ruin  that  was  wrought  by  the  failure  of 
over  one  hundred  farm  mortgage  companies 
that  tried  to  finance  the  farmers  in  the  south 
and  west  a  score  of  years  ago  on  three  and 
five  year  loans,  on  inflated  valuations,  at  ex¬ 
cessive  interest  rates,  and  without  carefully 
contracting  for  what  purpose  the  money 
advanced  was  to  be  used. 

The  mortgage  loans  that  the  American 
farmers  now  get  come  from  life  insurance 
companies,  local  banks,  brokers  and  indi¬ 
viduals.  It  is  reliably  reported  that  thirteen 
of  the  larger  life  insurance  companies  on 
January  1,  1912,  had  outstanding  farm  loans 
amounting  to  $439,000,000.  But  the  total 


of  all  of  these  sources  is  not  nearly  enough. 
Every  person  and  concern  openly  in  the  mar¬ 
ket  for  farm  loans  is  swamped  with  applica¬ 
tions.  The  failure  to  respond  to  this  demand 
of  countless  numbers  of  honest  and  conscien¬ 
tious  borrowers  is  evidence  that  something  is 
wrong.  Of  course,  the  supply  of  farm  loans 
is  not  equally  deficient  in  all  parts  of  the 
country.  In  some  localities  farmers  can  ob¬ 
tain  funds  in  comparative  plenty,  although 
the  terms  and  conditions  of  the  loans  are  apt 
to  be  more  burdensome  than  the  farmers’ 
credit  warrant;  but  in  other  localities  the 
supply  of  obtainable  funds  is  inadequate  at 
any  price  and  on  any  conditions.  Inasmuch 
as  existing  statutory  laws,  or  the  lack  of 
them,  and  the  principles  on  which  banks  in 
this  country  are  organized  militate  against 
the  sufficient  extension  of  credit  to  agricul¬ 
ture,  new  methods  soon  will  have  to  be 
adopted  to  satisfy  the  rapidly  increasing 
financial  requirements  of  farmers. 

In  adherence  to  the  divisions  already  men¬ 
tioned,  I  will  speak  first  of  real  estate  credit. 
“Banking  is  easy  to  learn,”  said  a  wise 
Englishman,  “if  you  know  what  a  mortgage 
is,  and  let  it  alone.”  Banking  has  been  the 
handmaid  of  commerce  and  industry  imme- 
morially,  and  is  admirably  adapted  to  render 
them  all  the  service  they  need,  although  the 
system  of  the  United  States  needs  some 
radical  changes  and  modifications  in  order  to 
properly  fulfill  its  functions.  However,  com¬ 
mercial  banking  has  more  to  do  with  the  cir¬ 
culation  than  with  the  placement  of  capital. 
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The  securities  it  seeks  are  merchandise  and 
things  already  created  of  immediate  and  de¬ 
terminate  value,  which  readily  pass  from 
hand  to  hand  and  are  suitable  for  quick 
exchange. 

The  business  of  a  commercial  bank  is 
founded  on  the  hypothesis  that  the  merchant 
who  borrows  will  be  able  to  repay  the  loan 
within  three  months  or  a  year  at  the  most, 
and  this  hypothesis  usually  accords  with  the 
facts,  for  the  average  merchant  makes  many 
turnovers  of  his  stock  within  that  space  of 
time.  If  he  did  not,  he  would  fail  and  bring 
loss  to  the  banks  that  trusted  him.  So  the 
success  and  existence  of  both  depend  upon 
keeping  their  capital  always  on  the  move. 
Such  being  the  nature  of  a  commercial  bank’s 
business,  it  is  evident  that  such  an  institution 
cannot  render  service  on  a  larger  scale  to 
farmers  who  have  only  real  estate  to  offer 
for  security.  The  only  indebtedness  for 
which  real  estate  should  be  pledged  is  for  its 
purchase  or  improvement.  Funds  thus  em¬ 
ployed  become  fixed  capital,  and  the  farmer 
can  never  repay  the  loan  unless  the  returns 
from  the  soil  are  ample  and  regular  enough 
to  allow  him  to  save  and  set  aside  a  balance 
every  year  for  its  amortization.  This  is  a 
slow  procedure,  and,  consequently,  the  oper¬ 
ation  falls  outside  the  rules  and  customs  of 
commercial  banking.  A  commercial  bank 
would  endanger  its  ability  to  pay  on  demand 
if  it  kept  a  large  volume  of  mortgage  loans 
in  its  portfolio  for  any  length  of  time.  But, 
once  taken,  such  loans  would  have  to  be  kept 


for  a  considerable  period  for  their  character¬ 
istics  are  all  against  their  rapid  repayment. 
Savings  banks  and  trust  companies, — a  large 
part,  at  least,  of  whose  deposits  are  subject 
to  notice, — may  very  properly  and  safely  in¬ 
vest  a  portion  of  their  deposits  in  mortgages, 
provided  their  liquid  assets  are  in  sufficient 
proportion  to  carry  them  through  periods  of 
stress. 

The  law  forbids  national  banks  to  make 
real  estate  loans,  and  limits  the  amount  of 
such  loans  which  other  banks  may  make. 
These  restrictions  appear  logical  and  neces¬ 
sary  when  there  is  taken  into  consideration 
the  nature  of  land  and  its  revenues,  the  statu¬ 
tory  formalities  provided  for  its  transfer,  the 
possibilities  of  defective  titles,  the  legal  tech¬ 
nicalities,  delays  and  expenses  involved  in 
foreclosure,  and,  over  and  above  all,  the  true 
principles  which  must  govern  in  using  it  as 
security  for  loans.  There  continues  to  be 
considerable  agitation  in  favor  of  permitting 
national  banks  to  make  real  estate  loans.  It 
will  be  a  serious  mistake  if  the  national  bank 
act  is  so  amended.  National  banks  have  a 
peculiar  and  definite  province.  They  are  the 
custodians  of  the  greater  part  of  the  demand 
deposits  of  the  country,  and,  as  such,  they 
are  responsible  for  the  integrity  of  the  whole 
financial  system.  To  fulfill  their  most  im¬ 
portant  function  they  must  be  in  readiness 
to  pay  on  demand  all  claims  against  them, — 
particularly  in  times  of  financial  stress, — and 
they  will  be  unable  to  do  this,  if  any  consid¬ 
erable  part  of  their  assets  are  invested  in  real 


estate  loans,  which,  experience  conclusively 
shows,  are  the  most  difficult  of  any  kind  of 
loan  to  liquidate. 

A  farmer  should  not  be  compelled  to  pay 
back  a  real  estate  loan  in  lump,  or  faster  than 
he  can  make  the  equivalent  out  of  the  land. 
The  only  logical  and  practical  method  for  a 
farmer  to  pay  a  loan  secured  by  his  land  is  by 
amortization,  in  other  words,  by  small  partial 
payments  regularly  made.  Amortization 
is  the  dominating  feature  of  the  land  mort¬ 
gage  systems  of  all  European  nations.  There 
are  four  kinds  of  amortization,  but  the  kind 
recognized  as  most  scientifically  correct  is 
that  prevailing  in  France  and  countries  which 
have  copied  her  plans.  The  average  length 
of  a  loan  in  France  is  over  thirty  years,  and 
may  run  for  seventy-five  years.  The  annual 
sum  paid  by  the  borrower  is  composed  of  the 
interest,  the  pro  rata  of  the  cost  of  business 
and  an  instalment  on  the  principal;  and  is 
called  an  annuity.  It  remains  level,  with  the 
same  rate  of  interest,  through  the  entire  term 
of  the  loan,  but  each  year  the  actual  amount 
of  interest  decreases  and  the  amortization 
item  increases,  so  that  by  the  end  of  the  term 
the  debt  is  completely  wiped  out.  The  per¬ 
centage  of  principal  to  be  repaid  each  year, 
under  the  amortization  plan,  depends,  of 
course,  upon  the  term  of  the  loan.  Thus, 
suppose  a  loan  is  made  at  six  per  cent  for 
ten  years;  the  annuity  is  13.5868,  a  little  over 
13^/2  per  cent;  if  the  length  of  the  loan  is 
twenty  years,  the  annuity  is  8.7185  per  cent, 
about  8  7/10  per  cent;  if  the  length  is  fifty 


years,  the  annuity  is  6.34444  per  cent,  a  little 
over  6  1/3  per  cent.  The  longer  the  term, 
the  smaller  the  annuity,  so  that,  in  the  last 
case,  the  payment  on  the  principal  becomes 
absolutely  insignificant  and  hardly  distin¬ 
guishable  from  the  interest  rate.  It  starts 
at  34  cents  per  $100  the  first  year,  and  at  the 
final  year  is  $5.99;  but  the  annuity  of  6  1/3 
per  cent  remains  the  same  for  every  year  of 
the  term. 

These  figures  point  the  way  to  the  correct 
method  for  the  farm  mortgage  business  in 
the  United  States.  Adopt  the  amortization 
system,  and  there  will  be  few  foreclosures 
and  dispossessions.  Debt  will  no  longer  bear 
oppressively  upon  the  farmer’s  mind.  A 
mortgage  on  the  farm  will  cease  to  be  an 
object  of  dread.  Funds  will  flow  in  a  bounti¬ 
ful  and  unending  stream  from  the  investing 
public  to  the  farmers  and  back  again.  By 
means  of  a  system  of  amortization  the  Amer¬ 
ican  farmer  could  permanently  finance  his 
real  estate  holdings.  He  could  pay  his  annu¬ 
ity  from  the  earnings  of  the  soil,  have  a  fair 
balance  for  the  comforts  and  luxuries  of  life, 
and  contemplate  with  complaisancy  the  leav¬ 
ing  of  the  farm  to  his  children,  who  could  in 
the  same  easy  manner  continue  to  pay  the 
annuity  until  the  debt  was  finally  conquered. 

But  amortization  calls  for  special  institu¬ 
tions  for  its  full  play.  They  may  be  either 
associations  of  borrows,  like  the  famous  land- 
schaften,  or  joint  stock  companies.  But 
none  of  the  European  institutions  (with  the 


possible  exception  of  the  German  land  banks, 
properly  so-called),  can  be  recommended  as 
models  in  their  entirety  for  the  United  States. 
They  all,  or  nearly  all,  have  special  privi- 
,  leges,  with  the  right,  among  other  things,  of 
summary  proceedings  against  debtors  in  de¬ 
fault,  which  American  farmers  perhaps 
t  would  not  tolerate.  Lenders,  also,  might  not 
easily  become  accustomed  to  the  debentures, 
or  mortgage  bonds,  issued  by  these  institu¬ 
tions,  although  in  Europe  they  are  the  most 
popular  investment  for  the  savings  of  the 
people.  These  instruments  may  be  made 
payable  to  bearer.  They  have  no  fixed  time 
for  maturity,  but  are  redeemable  at  the  will 
of  the  makers,  which  is  usually  done  by  lot, 
with  premiums  or  prizes  in  some  of  the  coun¬ 
tries.  Since  no  land  mortgage  system  on  the 
European  continent  could  be  transplanted 
bodily  into  the  United  States,  we  should  have 
to  take  the  best  principles,  such  as  the  asso¬ 
ciated  guaranty  of  the  landschaften,  the  gov¬ 
ernment  supervision  and  amortization  meth¬ 
ods,  and  construct  new  machinery  adapted  to 
American  needs  and  business  habits. 

The  whole  social  structure  of  a  nation  rests 
on  land,  and  since  whatever  promotes  wise 
and  efficient  soil  development  makes  for  the 
>  betterment  of  all  the  people,  there  is  no  logi¬ 
cal  reason  why  debentures,  secured  by  farm 
mortgages,  should  not  be  free  from  taxation, 
«  especially  since  the  taxation  of  such  secur¬ 
ities  is  double  taxation.  It  is  obvious  that 
freedom  from  taxation  would  very  materially 
lower  the  rate  of  interest  on  the  debentures, 
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and  by  just  so  much  lessen  the  cost  of  funds 
to  the  farmers.  European  land  credit  insti¬ 
tutions  have  attracted  money  in  abundance 
to  real  estate  owners  for  over  a  century,  and 
lowered  the  rate  of  interest  to  a  present  mini¬ 
mum  of  about  4%  per  cent  from  a  maximum 
of  10  per  cent  at  the  start.  This  was  done  by 
creating  safe,  convenient  and  negotiable  real 
estate  securities  for  the  savings  of  the  poor 
as  well  as  for  the  surplus  funds  of  the 
wealthy. 

But  although  in  my  opinion  the  land  credit 
systems  would  have  to  undergo  material 
modification  before  acclimatization  here,  I 
believe  that  the  personal  credit  system,  such 
as  has  become  the  almost  exclusive  means  for 
obtaining  short  time  loans  in  agricultural 
Germany,  would  require  but  a  very  few 
changes  in  order  to  adopt  it  for  the  uses  of 
farmers  in  many  parts  of  the  United  States. 
The  way  it  has  covered  Germany  and  is 
spreading  over  Europe  makes  one  of  the 
most  remarkable  chapters  in  the  history  of 
finance. 

As  is  well  known,  these  agricultural  banks 
are  simply  co-operative  societies,  the  credit 
of  which  is  established  upon  the  solidarity  of 
their  members.  This  solidarity  may  render 
the  members  individually  liable,  with  or  with¬ 
out  limit,  for  all  the  debts  of  their  associa¬ 
tion,  according  to  the  laws  or  the  articles  of 
agreement  under  which  it  is  formed.  The 
tendency  everywhere  is  toward  unlimited  lia¬ 
bility,  for  it  inspires  confidence  and  expands 


the  borrowing  power  up  to  the  full  credit 
value  of  the  combined  responsibility  of  the 
adhering  members.  The  loans  made  by  these 
co-operative  societies  are  secured,  not  by 
>  mortgage,  but  by  the  personal  obligations  of 
the  borrowers,  secured  by  the  guaranty  of 
two  associate  members.  The  obligation  to 
i  stand  good  for  a  neighbor  has  been  the  stum¬ 
bling  block  to  the  introduction  of  co-oper¬ 
ative  credit  in  all  countries.  But  apprehen¬ 
sion  on  that  ground  is  not  justified.  The 
affairs  of  a  few  co-operative  societies  in  Eu¬ 
rope  have  been  wound  up  on  account  of 
financial  difficulties  or  lack  of  business;  but 
no  failure  has  ever  occasioned  loss  to  depos¬ 
itors  or  creditors,  or  a  burdensome  assess¬ 
ment  on  members.  Their  solidity  is  so 
widely  recognized  in  Germany  that  in  panics 
deposits  drawn  from  other  banks  have  been 
offered  to  these  societies.  During  the  war  of 
1866  and  1870  deposits  without  interest  were 
offered  in  such  volume  to  the  German  credit 
societies  that  they  had  to  be  refused. 

The  inherent  strength  of  a  co-operative 
bank  becomes  easily  understood  upon  study¬ 
ing  the  principles  that  govern  it.  The 
liability  is  the  only  thing  about  it  which  may 
be  unlimited.  All  else  is  carefully  and  rigor- 
4  ously  limited.  The  territory  of  operations  is 
limited.  The  amount  and  kind  of  its  social 
engagements  are  limited.  No  speculative  or 
v  risky  investments  are  tolerated.  The  total 
amount  of  the  loans  allowed  is  limited.  The 
maximum  for  individual  loans  is  fixed.  The 
rate  of  interest  is  fixed.  The  term  of  the  loan 
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is  fixed,  and  except  in  some  of  the  Raiffeisen 
societies,  is  not  longer,  with  renewals,  than 
from  harvest  to  harvest.  The  money  ad¬ 
vanced  can  be  used  only  for  a  productive  pur¬ 
pose  and  in  the  way  especially  agreed  upon, 
and  should  the  claim  be  fought  or  the  con¬ 
tract  wilfully  violated,  the  borrower  is  ex¬ 
pelled  from  the  society  and  becomes  an  out¬ 
cast  in  his  community. 

No  loophole  has  been  left.  In  theory  and 
practice  these  co-operative  societies  are  ad¬ 
mitted  to  be  admirably  adapted  to  accom¬ 
plish  the  object  for  which  they  were  devised. 
In  some  provinces  of  Germany  there  is  a 
bank  in  walking  distance  of  every  farm  com¬ 
posed,  maybe,  of  only  a  dozen  or  more  neigh¬ 
bors,  and  having  but  a  few  hundred  dollars  of 
assets.  Throughout  the  Empire  there  is  an 
average  of  one  bank  for  every  1600  people. 
Their  very  smallness  redounds  to  their 
strength,  as  it  permits  the  farmers  to  watch 
and  encourage  each  other  and  prevent  im¬ 
provident  borrowing  or  the  misuse  of  a  loan, 
while  the  proximity  furnishes  the  indispens¬ 
able  requisite  for  all  banking  which  aims  to 
collect  small  savings  and  handle  numerous 
transactions. 

The  co-operative  credit  societies  have  low¬ 
ered  the  rate  of  interest  to  around  4  per  cent. 
Organized  and  managed  as  intelligently  as  in 
Germany,  co-operative  credit  societies  would 
place  the  money  American  farmers  make 
under  their  own  control,  and  keep  it  in  circu¬ 
lation  for  agricultural  purposes.  They  would 


make  it  possible  for  agriculture  to  finance 
itself  and  reach  the  high  stage  of  industrial¬ 
ization  now  required  by  modern  conditions. 

The  present  financial  system  in  the 
United  States,  adapted  especially  for  com¬ 
merce  and  industry,  is  the  outgrowth  of  hu¬ 
man  forces  acting  in  an  entirely  natural  man¬ 
ner.  Those  who  live  in  cities  are  easily  able 
to  combine  and  protect  their  mutual  interests 
by  daily  contact.  The  isolation  of  the  farmer 
is  a  disadvantage  from  an  economic  point  of 
view.  The  circumstances  of  farm  life,  how¬ 
ever,  are  not  conducive  to  close  association. 
Farmers  do  not  have  the  opportunities  to 
meet  and  discuss  common  interests  as  do 
those  living  in  towns  and  cities.  The  result 
is  that  agriculture  in  none  of  its  aspects  is  as 
well  organized  as  other  kinds  of  business. 
The  lack  of  sufficient  credit  facilities  is  not 
the  only  problem  resulting  from  rural  isola¬ 
tion  and  lack  of  co-operation  and  perhaps  the 
bold,  self-reliant  spirit  of  American  farmers, 
inbred  by  generations  of  independence,  in¬ 
tensifies  the  situation. 

In  continental  Europe  plans  for  the  organ¬ 
ization  of  land  and  agricultural  credit  were 
made  at  a  time  when  they  were  just  emerg¬ 
ing  from  serfdom, — when  they  were  igno¬ 
rant  and  without  power  of  initiation.  It  has 
been  said  that  land  and  agricultural  banks, 
similar  to  those  that  have  been  so  successful 
in  Europe,  could  not  be  established  in  this 
country,  because  American  farmers,  intellec¬ 
tually  and  temperamentally,  as  so  unlike  Eu- 
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ropean  farmers.  This  is  an  absurd  and  illogr 
cal  assumption,  and  is  tantamount  to  sayin; 
that  because  our  farmers  are  well  educate^ 
and  intelligent  in  a  high  degree,  they  are  ur 
willing  and  unable  to  profit  by  what  has  beel 
accomplished  in  other  countries.  The  farr 
ers  in  the  United  States  are  the  intellects 
superiors  of  the  farmers  in  any  other  countd 
in  the  world,  and  with  equal  facilities  the] 
will  set  the  pace  in  scientific  agriculture 
There  is  no  more  reason  to  assume  thaj 
farmers  are  indifferent  to  progress  than  therj 
is  to  assume  that  bankers  are  deficient  be 
cause  they  operate  under  a  faulty  and  inade 
quate  banking  system. 

It  is  a  very  delicate  matter  to  offer  a  su£ 
gestion  in  behalf  of  our  farmers,  accustome<j 
as  they  are  to  solve  questions  as  difficult 
that  of  improving  farm  credit  facilities.  Th>j 
fear  of  the  resentment  that  might  be  incurre<j 
is  perhaps  causing  many  honest  and  publiij 
spirited  men  to  hesitate  in  giving  advice  antj 
assistance.  The  financial  needs  of  agricul 
ture  and  the  high  cost  of  living  are  allied 
problems,  and  their  solution  requires  th<j 
patriotic,  unselfish  service  of  all  those  inter 
ested  in  the  permanent  welfare  of  th^ 
country. 
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